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Mar. Jonson: We are faced now with a new financial crisisbroughton 


by the recent British position. The British economic crisis comes after 
various attempts by the United States government to aid that country. 
These attempts include Lend-Lease, UNRRA, the British loan, and the 
Economic Cooperation Administration. The British are now, we might 
say, down in the well. We have to ask: Can Britain get out? Does this 
mean that the world is now breaking into a dollar bloc, a sterling bloc, 
and a Russian bloc? And is this a real crisis, or is it a manufactured one? 
Opie, from your experience in the investment business, how do you 
view this crisis? 


Mr. Opie: Superficially, Johnson, this can be called a monetary crisis, 
because the British are something like two hundred million dollars in 
_the hole by comparison with the forecast for the first half of 1949, taking 
account, of course, of ECA aid. But, deeper down, I think that the crisis 
indicates that the remedies adopted so far in curing the British difficulties 
after the war have been inadequate, because the causes go far beyond the 
United Kingdom. They are ‘in the world at large. And until we have got 
at the causes all over the world, we will not have cured the British 
position. 
Mr. Jounson: Hoover, you have had considerable experience work- 
ing with the Economic Cooperation Administration as well as other 
important government posts related to it. How does the crisis appear 
to you? 
_ Mr. Hoover: In the first instance, it is primarily a crisis in American- 
British political relations. You have recited the different forms of Amer- 
ican aid which have been extended to Europe and to the rest of the 
world during the war and postwar period. Now I am afraid that the 
British expect that if the crisis gets worse and worse—and they probably 
think that it will—that at the last moment, however bad it may get, we 
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will step in and extend a very considerable amount of aid again, beyond | 
what has already been extended. 


Mk. Opie: Is that why you call it “a cri in political relations”? 
Mr. Hoover: Yes. 


Mk. Opie: Of course, that cuts both ways, because, as far as I under- 
stand it, the magnitude of the problem has never really been appreciated 
until quite recently, either on this side of the Atlantic or on the other. 
I remember, for example, during the war that the late Lord Keynes used 
to say that it would take twenty-five to thirty billion dollars to get Europe 
and the rest of the world out of the hole in the postwar period. 


Mr. Hoover: I do not think that it is at all appreciated by the British 
people as well as the American people. Let us take one manifestation of 
it. 1 was in London about three months ago, and, walking about London, 
I must say that I have never seen London look better. Things are being 
painted up and sand-blasted and so on. 


Mr. Opte: But that is just the surface. 


Mr. Hoover: People are living well, and they naturally do not recog- 
nize the long-existing problem, which in my mind is this: that the peo- 
ple of the United Kingdom and of Western Europe do not realize that 
they are going to have to put goods on the market at costs at which the 
goods will sell. And that means that they are going to have to accept a 
lower standard of living than they are willing to accept. That difference 
in what they wish and what they are likely going to have to do has par- 
tially been the matter of American dollar aid. 


Mr. Opie: Would you not say that that means that they have got to 
cut their coat according to the size of the cloth? 


Mr. Hoover: Yes, I would say so. / 


Mr. Jounson: What we want to try to do, then, in this discussion is to 
see a little more clearly what this crisis is, what the possible remedies are, 
and what each of these remedies would involve both for the British and 
for us. This is an extremely delicate, complex, and technical subject. 
Almost, but not quite, everyone who knows anything about it is unwill- 
ing to discuss it in public. We are extremely grateful to you, Mr. Hoover, — 
and to you, Mr. Opie, for being willing to come here and discuss this 
subject in public and to share your competence with our listeners. 
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The question now, I think, is: How big is the British dollar deficit? 
Or how bad is it? 


Mr. Opie: As I said already, Johnson, this is a question of two hun- 
dred million dollars, more or less, greater than it was expected to be. 
And that does not sound like an awful lot when we are giving five bil- 
lion dollars, more or less, in Marshall aid. 

But I would like to say something in a more general way about how 
the British themselves regard this crisis. They emphasize two points. 
First of all, that it is much bigger than it would be if it were only in 
Great Britain. It extends to the whole of the sterling area, and it comes 
from the fact that the sterling area—they do not say this, of course—has 
not been working as well as it ought to have worked, because there is a 
deficit from the outside United Kingdom and the rest of the sterling area 
which is bigger than the deficit on United Kingdom account alone. And, 
secondly, they emphasize the fact that the dollar area is out of step with 
the sterling area. Now you know about the regiment where one man is 
the only one in step. 


Mr. Hoover: And that is associated with the common British explana- 
tion that a large part of the crisis is due to the so-called American 
recession. Americans are not buying as much as they previously had 
from the sterling area and particularly in raw materials. That is a large 


part of the difficulty. 


Mr. Jounson: Perhaps we should stop here and really tell what we 
mean by this term “sterling area” versus “dollar area.” 


Mr. Opie: That is rather difficult to say in a few well-chosen sentences, 
but I think that the best way to put it is this: Britain has associated with 
it a certain number of countries, many of which before the war used to 
keep their banking reserves in London. That was a very loose, voluntary 
arrangement—they chose to do that. They might have kept them in New 
York, but they preferred to keep them in London. Now, these countries 
are bound to Britain by a system whereby the sterling which they have is 
expendable in any part of the sterling area, and it is not expendable out- 
side the sterling area without special permission. Now, that means that 
there is what we call multilateralism or free trade within the sterling 
area, and against the outside world a wall is built up around the sterling 
area. This creates the problem of the dollar bloc or area and the sterling 
bloc or area. 
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Mk. Orie: This is a protected area, 
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Mk. Jonson: And when you say “free trade within the sterling bloc,’ 
you mean free trade if they are willing to buy in sterling and do not 
demand dollars? 


Mr. Ope: That is right. It does not mean, of course, that there are no 
tariffs between the countries, but just that the sterling is available for 
use in any one of the countries. It is not available for use in the dollar 
countries, because it is not easily convertible into dollars. 


Mr. Jounson: Another explanation of the British dollar crisis would 


seem to me to be a lack of confidence, on the part of countries both in- | 
side the sterling area and outside of it, in the British pound. There is a | 
belief prevalent that the British pound is overvalued, that it is not really 


worth what the British say it is, namely, four dollars. Because of that 
belief, countries are cutting their buying from the British; they are try- 
ing to exchange pounds for dollars at every turn. And I suspect that a 


lot of this drain of two hundred million dollars grew merely out of the © 


fact that people wanted dollars and not pounds and that they took every 
step they could to get them. 


Mr. Opie: That might be right, but if it were the major explanation, — 
then it would be a very temporary crisis, and we would soon know ~ 
where we were when it was decided whether the pound was to be de- 


valued or not; and, if it were devalued, we would pretty soon know after 
that whether that was the cure. 


Mk. Jounson: Has there not, however, been a very considerable draw- 


ing on the British balances—British dollar balances—by countries within 
the sterling bloc, such as India? 


Mr. Opie: Certainly. It is said by the British themselves that India has 
in fact drawn far more dollars from the dollar pool than was budgeted 
for. Now, the answer may be that still tighter control is necessary within 
the sterling area, or it may be that the sterling area ought to be broken up 
in the sense that each individual member should be made to stand on its 


own legs and to take the consequences of using more dollars than it _ 


should, instead of passing the consequences on to be shared with Britain 
-and the others. 


Mr. Hoover: The British are pretty thoroughly agreed on the very 
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destructive results of doing away with the sterling area, are they not? 
That is to say, do they not believe that their trade with India and with 
Malaya, and so on, is largely buttressed by the sterling-area arrange- 
ments? 


Mr. Opre: Certainly, but it would not be the first time that people had 
mistakenly been very much in love with something with which it was 
essentially against their interest to be in love. 


Mr. Jounson: Has there been any other important element in the 
British dollar crisis at this time? Have they lost on any other account 
besides imports and exports? 


Mr. Opie: There is a very difficult point to bring out there, and that is 


that most of the two hundred million dollarsis attributed to a deterioration 


of the British position on invisibles rather than on physical commodities 
exported. I mean by invisibles in the international accounts such things 


| as earnings from shipping, from banking, insurance services, the income 


from investments abroad, or what you have to pay out on the money 
which you owe to other countries. On all these items there has been a 
very important deterioration in the British position—as I say, more im- 
portant than the British export changes. I did not include one item, the 
oil account, which I do not understand—I do not even know whether 


capital items are distinguished from income items or whether the posi- 


tion of the British might look better if certain capital items were sepa- 
rated out. Now the upshot of that is that we want more information 


before, as objective-minded people, we try to decide what is wrong with 


Britain. 


Mr. Jonnson: Our explanations here perhaps are not as satisfying as 


we would like them, and because of that they perhaps do raise the real 


question whether this is not perhaps a manufactured crisis. Mr. Hoover, 
do you really believe that there is an excess of pessimism in our talking 


about this decline in the British dollar reserves? 


Mr. Hoover: First, I do not think that it is a manufactured crisis. 
I cannot imagine the British Labour government, with an election com- 
ing up as soon as it is going to be in the United Kingdom, sending Sir 
Stafford Cripps over to Switzerland to nurse his ulcers in the public view 
just for fun. I think that it is a crisis of a really violent nature, as I have 
said before, and one that will continue to confront us. Now, the drain in 
reserves will not continue forever, just as a man’s temperature does not 
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keep on going up forever. A man may die, and then the temperature 
goes down a long ways. So with the British gold reserves. The drain on 
reserves will have to come to an end some time when the reserve is not 
there any more. 


Mr. Jounson: We should, I think, now turn to a discussion of reme- 
dies for the British crisis. A word might be said as to how the British 
view what they have to do. They have said rather simply and concretely 
that, if they are to maintain a level of living satisfactory to them, they 
will have to increase the level of their exports by 75 per cent of what they 
were in 1938. And we might well ask them: What are the alternative 
ways of going about achieving this increase in exports? 


Mr. Orie: In my view, I think that there is only one way for the 
British to achieve that magnitude of increase in their export trade. 
It could not be done unless the volume of world trade increased by 
pretty much the same amount, roughly, 75 per cent of the 1938 level. 
In my view, further, there is only one way in which the level of world 
trade is likely to grow by that amount, and that is by returning to freer 
trade—what is usually called multilateral trade, in contrast to the system 
of barter arrangements which has been worked out since the war. And 
it means also that in freeing the channels of payments by making the 
pound and other currencies convertible into one another, we must take 
account of the fact that this can be done only if there is restored the main 
balancing item in the international system—international lending. So 
that, in addition to thinking in terms of reopening the channels of trade 
and payments, we ought to think in terms of restoring the international 
network of lending. We all know that the United States is likely to be 
the main lender in the world over the next generation, but there are other 
countries in Western Europe which will also be lending five years hence 
to the underdeveloped countries of the world, and it is most important 
to get these international capital transactions started again in great 
volume. 


Mr. Hoover: I have just as much nostalgia as either you or Johnson 
for a return of the system of freer trade, convertibility of currencies in- 
cluding sterling, and all the rest of that process, which would represent 
as nearly as possible in the modern world restoring conditions of 1914. 


Mr. Opre: They were not bad. 
Mr. Hoover: No, of course they were not. And I repeat that, if it 
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were possible to have them by a single act of will, I would be willing to 
exert that act of will and to bring them back into existence. 


Mr. Optz: But I do not think that you can do it by a single act of will. 
There are many difficulties in the way. And there is a very painful 
transitional period to go through. The important thing is to have our 
eyes on the target. And we must set the sights pretty high if we are 
going to get Britain and the other countries out of the hole. 


Mr. Hoover: For years I have supported a program very much as you 


_ have sketched it out here. Furthermore, a program of that kind has the 


great advantage that it is something that has existed. It has been very 
carefully explored and analyzed, and people know what it is. Any other 
alternative, of course, represents more or less an uncharted sea, and you 
could almost say that no orderly alternative exists. But there are very 
serious difficulties, which I think we might as well face. The system of 


multilateral trading, free convertibility of currencies, and all that went 


with it, was associated with laissez faire capitalism. That meant that 
price levels were free to move, wage rates were free to move, exchanges 
were controlled to some extent by the free movement of gold. Now we 
have, at the present time, a world in which those conditions have largely 
changed. No government is willing to face up to reducing either the 
price level or, more importantly, the wage level. We have controls that 
have been imposed to a complete extent in a country like Russia and 
conditions approach that in some degree in the United Kingdom. Now, 
I ask the basic question whether or not we really can be sure that it is 
feasible to restore this system, beautiful as it is, under present circum- 
stances. 


Mr. Opie: Well, Hoover, of course we cannot be sure. There would 
not be any problem if we could be sure. But what I would emphasize is 
that governments are even reluctant to change their exchange rates. 
And we have to get them into the frame of mind where they realize that 
there is some sense, and perhaps more sense, in changing their exchange 
rates if these other variables in the system are frozen. If they cannot 
move wages, they may have to move exchange rates. But we have also 
got to impress upon them that, by moving an exchange rate, they do not 
solve the problem, because it is a problem of costs in one country relative 
to costs in another. 


Mr. Hoover: I am perfectly sure that, if there is to be any substan- 
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tial increase in financial aid to the British, some very basic program has 
to be carried out which will make the cutting of costs possible and get 
British goods on the market in a way that is not being done at the present 
time. 


Mk. Jounson: In other words, you gentlemen are agreed that, whether 
we get a freer trade scheme or moye by bilateralism, the British still have 
to cut their costs, which really means producing more. They have to raise 
their level of living at least in large part by producing more than they 
are at the present time. Both of your suggestions, however, really raise 
the question as to how devaluation will fit into these schemes. Does it 
have a place? 


Mr. Opie: Whichever alternative we choose, whether it is the first 
alternative of a change in the direction of multilateralism, or whether 
we stick, as the second alternative, to the present condition and carry on 
these barter transactions indefinitely, regarding them as the wave of the 
future—both of these situations raise the question of whether the present 
rate for sterling is the right rate. Now, I do not know—I have thought 
about the problem a good deal, but I do not know whether the evidence 
can be adduced to show that the four-dollar value for the pound is a 
wrong rate. I have yet to see the evidence brought forward. And, until 
I have the evidence, I would not like to stick my neck out and say that 
the pound ought to be devalued. 


Mr. Hoover: I believe, as nearly as I know the facts, that the pound is 
in effect overvalued. One way to cut costs, of course, would be by means 
of devaluation. Now anyone knows that that is not a permanent solu- 
tion of the problem, because if your devaluation brings about inflation- 
ary pressures, as it most certainly would, and if those inflationary pres-— 
sures are not resisted, then costs will rise, and you will be right back 
where you started again. 


Mr. Orr: Yes, I agree with that. And, furthermore, it would take the 
emphasis off the other methods of cutting costs, which may be much 
more fundamental than this relatively superficial changing of the rate of 
the pound. 


Mr. Jonnson: You are arguing, then, that the competition which the 
British exporter would face with the present value of the pound would 
be rather great; and, if he were to swim in this world of competition, he 
would really have to tackle the problem of costs. 
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Mk. Optz: Yes, I think that, and he will have to keep on tackling it, 
as we in this country will have to keep on tackling it, if we are going to 
remain competitive in world trade. All that I argue is that the chances 
that the British will have to indulge in more belt-tightening are less if 
they take the road of multilateralism and free trade than if they stick to 
the present policy, which is really a bilateralist policy. 


Mk. Jonson: Their internal policies, I think, are also related to the 
belt-tightening. If, by putting on food subsidies, you do not let the 
British consumer know how much his food costs him, if you do not let 
the British manufacturer really compete for his materials but allocate 
them to him, how is he really to know that the British are in a crisis? 
Do you see any solution, Hoover, to that sort of problem under bilateral- 
ism and the type of controls they have? 


Mr. Hoover: It is difficult to go into that and to show a solution which 
would involve anything else than a cut in real wages. Some cut in the 
wage cost embodied in commodities has to take place. Now, the removal 
of subsidies would be one way to do it, but that might happen under 
either bilateralism or multilateralism, as far as that goes. You could put 
on or take off subsidies. 


Mr. Opre: I agree with that. However, I go one step further and point 
to the fact that they must recognize that even in the welfare state the 
coat must be cut according to the size of the cloth. And if you indulge in 
an orgy of free false teeth and free wigs with free repairs to wigs, clean- 
ing, a month’s leave, and so on—that is the ridiculous side of the 
program. But, nevertheless, if you are without any latent hindrance to go 
on developing the welfare state, you must expect to find it expensive. 


Mr. Hoover: There is no doubt about that, and I am perfectly sure that 
the failure of the British people to understand the relation between that 
program and their ability to put goods on the international market is an 
important cause of the existing crisis. 


Mr. Jounson: The British people are really consuming now more than 
they are producing, and somehow or other this implication has to be 
forced upon them, so that they can realize what is happening. Now let 
‘us state in a summary form what we would recommend as desirable 
action to solve the British and world trade crisis. For the first closing 
statement on what to do about the British crisis we shall hear briefly from 
Thomas C. Blaisdell, Jr., Assistant Secretary of the United States De- 
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partment of Commerce. Mr. Blaisdell could not be with us today, but we 
have made a recording of his views. 


Mr. BratspeLi: The British economy is no longer able to do what it 
formerly did. For the moment it is still unable to earn sufficient to main- 
tain the position it formerly held. This is in no sense a reflection on the 
capacity of the British people. Both they and their government have, 
during the war and since, performed prodigies in the way of maintain- 
ing and reestablishing their own economy and contributing to the econo- 
mies of others. It is no criticism to suggest that the goals established were 
too great and the time set for accomplishment too short. 

Neither is it a criticism when one recognizes that the relative economic 
strength of the countries which took part in the war has been changed. 
The loss of capital and productive equipment in those countries which 
were in the active war theaters is not something which is replaced readily 
or easily. The loss in time, the loss in commercial and industrial knowl- 
edge, caused by paying 100 per cent attention to the war is not something 
to be made up overnight. 

If we understand these difficulties which face the British, and recog- 
nize that our own trading and investing interests are similar to the 
British, even when we are competitors, the policies we should follow be- 
come clear. 


1. The trading area within which the pound sterling is the medium of 
exchange is still one of the largest trading areas in the world and should 
be preserved. 


2. For the good of the United States and the rest of the world, the 
sooner this area can be linked with other trading areas through free ex- 
change of currencies, the better off we will be. 


3. In order to reach this goal of free exchange, ways must be found for 
American funds to be increased in other parts of the world. 


4. At every opportunity we should encourage the citizens of other na- 
tions to sell their goods in the United States. 

5. We must continue to work with the people with whom we have a 
common trading world in developing our own financial and trading 
policies. 

When these five things approach accomplishment, such crises as we 
are now witnessing will not recur, and world trade will be on a healthy 
basis. 
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Mr. Jounson: Mr. Hoover, may we have a brief summary of your 
views? 

Mr. Hoover: My views are not so much a statement of an alternative 
in the form of a program. I merely want to point out some of the dif- 
ficulties which I see in a solution which would be ideal if conditions were 
such as to make that kind of system possible. 

I think that it is going to be extremely difficult to sell a new program 
of freer trade, convertibility of sterling, and multilateralism to Congress 
as a guid pro quo for new substantial financial aid. If it is sold to Con- 
gress, it will be done so only on the basis of some implementation of that 
program, some sketching-out of the steps which have to be taken, so 
that, as the steps are taken, it will furnish some evidence of accomplish- 
ment. I think that it is going to be difficult to get either a Labour or a 
Conservative government in Britain to accept that kind of program. 

Finally, there is the whole deep-rooted problem, to which I have al- 
ready referred, of how we are going to manage to work a system of that 
kind between controlled economies and free economies. In the mean- 
time it is going to be necessary to deal with this problem before the more 
comprehensive measures sketched out could be put into effect. 

I think that it is possible to give the British a larger share of Marshall 
Plan aid, and I think that they should have it. We might step up our 
purchases of strategic materials. All those things will help a bit. But I 
think that we might as well get used to the circumstance of having a 
continuing British crisis. It is going to continue. We are going to have 
to meet with the problems from day to day and not by some over-all plan, 
I am afraid. 


Mr. Opts: It seems to me that there is a remarkable “conciliance” be- 
tween our views. I do not want to take cover behind the Assistant 
Secretary of Commerce, but I must say that I find myself in substantial 
agreement with everything which Mr. Blaisdell has said. On the other 
hand, I cannot escape stating what I believe myself. I have made it 
abundantly clear that this is not only a British problem. It is partly a 
sterling-area problem, and it is partly a world trade problem. The rem- 
_edy, it seems to me, is to increase both the volume of world trade and the 
_ degree of freedom in world trade. The two hang together, because with- 
out greater freedom I do not believe that we will get a bigger volume. 
_ And in the process of increasing the volume of world trade, we must 

restore the balance in world trade in order to get away from this charge 
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that the dollar area is out of step with the sterling area. And I say that © 


without prejudice to the fact that the sterling area may also be out of step 
~ with the dollar area. 


It seems to me that, in order to apply the remedy, we require three or 


four things from Britain in the first instance and from the other coun- — 


tries in the second instance. 


First of all, we must release those vast energies which can be only — 


released in Britain and in other Western European countries if we allow 
individuals to make decisions instead of concentrating all decisions in 
the central authority. 

The second thing which we have to do is to make currencies con- 
vertible. It is impossible to do this by central planning, because we can- 
not foresee all the complicated factors in the situation. We must arrive 


at a multilateral system of payments by using the energies of all individ- 
uals who will work in the banking field and the trading field inter- 


nationally. 

Third, we must restore the network of international lending which is 
the important facilitating mechanism in world trade. 

Fourth, we must introduce in an interim period, which may last three 
or four years more, all sorts of measures of readjustment. And, until 
we have introduced those measures, we can rest assured that we will be a 
long way from our target. 

Now I would like to throw out one final suggestion. We might pos- 
sibly find it advisable to set up a joint United States-United Kingdom 
board to supervise or advise upon the measures necessary for world trade 
readjustment in a transitional period during which the United States, 
under ECA or other means, would be footing the bill. This might even 
be made a tripartite board which would include Canada in view of the 
need to solve the sterling-balances problem. Although Canada is a mem- 
ber of the Commonwealth, it belongs to the dollar area and it holds no 
sterling balances because of the generous aid given to Britain during and 
after the war. Therefore, Canada would be in an impartial position to 
advise upon this part of the problem of linking the sterling and dollar 
areas. 


INTERNATIONAL TRADE DISEQUILIBRIUM AND 
THE POSTWAR WORLD* 


By RAYMOND F. MIKESELL 
University of Virginia 


IN THE decades since World War I, we have witnessed a gradual 
weakening or elimination of certain forces which in the past have oper- 
ated to restore international equilibrium once it had been disturbed. 
The tendency on the part of treasuries and central banks to pursue 
internal monetary policies which are independent of changes in their 
holdings of gold and foreign exchange was observed in the 1920’s and 
1930’s, and has now become almost universal. While this development 
tended to eliminate adjustments via the specie-flow-price mechanism, 
the widespread adoption during the 1930’s of compensatory fiscal poli- 
cies which offset decreases in incomes resulting from the emergence of 
trade deficits had the effect of preventing a restoration of equilibrium 
through changes in relative levels of money income among trading 
nations. Since the end of World War II, new interferences with the 
mechanism of international equilibrium have appeared, some of which 
may prove to be transitory, but others, depending upon the ultimate 


| outcome of current trends in the character of economic institutions and 


trade practices among the nations of the world, may prove to be perma- 
nent. We may list a few of these developments as follows: 


a. Internal price and distribution controls, international commodity 
agreements and bilateral trading arrangements. Such controls and agree- 
ments tend to insulate internal price systems from external forces. 
Changes in prices and in demand and supply conditions in one country 
are not permitted to have their normal effects on prices in other countries. 


b. The expansion of state trading. Imports by state trading organiza- 
tions are likely to be governed by the requirements of planned internal 
investment and consumption programs rather than by the operation of 
free-market forces. Likewise, export trade under state control, especially 
when accompanied by the allocation of resources for the export indus- 
tries, may tend to be relatively unresponsive to world market conditions. 
When state trading is combined with bilateral trade agreements, the 


* Selections reprinted by special permission of the author (American Economic Review, 
June, 1949, pp. 618-45). ; 
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character of the trade will in considerable measure be determined by the | 
requirements of the-bilateral bargaining. For example, countries in a 
weak bargaining position may have to accept certain unessential or lux- 
ury commodities along with the more scarce items which they serious- 
ly need. 

c. Unrealistic patterns of exchange rates. Improper rates not only 
make it difficult or impossible for countries to achieve equilibrium with- 
out the use of controls, but they tend to direct trade and production for 
export into abnormal and uneconomical channels. For example, post- 
war intra-European trade has been characterized by a high proportion 
of trade in luxury products (where prices are generally uncontrolled) 
whereas such commodities should either move to the dollar area or not 
be produced at all. Exchange rates which do not reflect differences in 
prices and costs between countries also tend to encourage barter trade 
since normal commercial trade at existing rates becomes impossible. 


d. The existence of large international debts which must be serviced 
in gold or hard currencies. Debt service payments represent an inflexible 
item in a country’s balance of payments and make adjustments via the 
merchandise balance more difficult. 


e. The inability or unwillingness of nations to achieve internal price 
stability. Many nations have plans for reconstruction and development 
programs which will require large annual capital outlays for the next 
decade or more. The constant pressure for higher wages and the demand 
for social reforms and betterment of the working classes may, however, 
mean a level of savings insufficient to finance such programs except by 
inflationary devices. Whether inflation is open, i.e., accompanied by price 
rises, or suppressed, i.e., accompanied by rationing and price controls, 
imports will be encouraged and exports discouraged and a balance will 
be difficult to maintain. Under inflationary conditions, either foreign 
exchange rates must be permitted to rise or import controls must be 
employed. Most governments, however, prefer controls to devaluation 
since devaluation increases the prices of essential commodities which in 
turn adds to the internal inflationary process. 


f. The almost universal adoption by governments of fiscal and mone- 
tary policies which seek to control the volume of monetary demand inde- 
pendently of the volume of monetary reserves and of the balance of pay- 
ments. The whole principle of automatic correctives rests on the assump- 
tion that internal monetary demand will be responsive to changes in the 
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payments balance without deliberate interference on the part of the 
economic authorities. The existence of inflexible prices plus the power of 
trade unions to prevent wage reductions even in the face of unemploy- 
ment, may require the monetary authorities to offset the effects of an 
adverse balance in order to avoid severe depression. 


_ In the light of the above developments, it seems unlikely that auto- 
matic correctives will be available for maintaining a reasonable degree 
of international balance, even after the present structural maladjust- 
ments brought about by the war have been eliminated. Internal economic 
policies are likely to be determined primarily with reference to govern- 
mental planning considered necessary to achieve domestic objectives 
such as full employment, capital reconstruction and development, and 
higher living standards for the masses. Foreign trade and exchange poli- 
cies must be adjusted to the needs of the domestic economy for carrying 
out these objectives. Under these circumstances, many nations may be un- 
able to adopt foreign economic policies which are consistent with a cur- 
rent international balance achieved without the use of controls. 

The concept of international equilibrium as it is generally used in 

economic literature is based on the classical postulates of a world in 
which economic decisions are made by free private enterprise operating 
‘without governmental interference, except for tariffs. The usual test of 
whether or not a country is in equilibrium is to determine whether total 
receipts from current transactions plus long-term capital imports are 
‘equal to total current payments plus long-term capital exports. A true 
‘equilibrium in the classical sense cannot exist if it is achieved by means 
of exchange and trade controls. But, in a country which maintains a 
high degree of internal economic controls, direct or indirect control over 
foreign trade is almost inevitable. A nation is not likely to nationalize 
its steel industry and permit free foreign trade in steel, nor is a nation 
which finds it necessary to allocate scarce materials among domestic 
producers likely to permit free foreign commerce in these scarce ma- 
terials or the products manufactured from them.... 

In discussing the sources of postwar disequilibrium, it is important 
first of all to make clear just what kind of disequilibrium we are talking 
about. The vast majority of the countries have what we have called 
“mixed” economies with varying degrees of governmental control. The 
long-run objective of most of these countries is to achieve a large meas- 
ure of consumers’ choice with respect to home-produced and imported 
commodities alike, and also to restore to private enterprise a large 
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measure of freedom as to what to produce and where to sell, and where | 
to buy raw materials and capital equipnient. Unless these countries can | 
count on foreign assistance for an indefinite period of time, they must 
either achieve equilibrium in the sense in which we have used it in the | 
preceding section, or they must abandon certain of their economic objec- 

tives. The alternatives may be the abandonment of certain investment or | 
social welfare objectives, or the objectives of restoring freedom of con- 
sumers’ choice and freedom for business enterprise in certain fields. | 
The failure of a “mixed” economy to restore freedom of consumers’ 
choice and freedom of business enterprise in those sectors of the economy - 
or which such freedom is required in accordance with the basic structure © 
and objectives of the country concerned will be considered as an evidence _ 
of disequilibrium for that country. One of the reasons for such failure | 
may be the fact that the restoration of economic freedom is found to be — 
incompatible with other economic objectives considered to have a higher 
priority. Disequilibrium for a “mixed” economy would also be evidenced 
by an inability to purchase with current foreign-exchange receipts suf- 
ficient imports to achieve a reasonable level of productive efficiency and 
standard of consumption, consistent with its productive resources. This 
would also be an evidence of disequilibrium for more or less completely ~ 
controlled economies. In the following paragraphs we will discuss the” 


just defined it. | 

The major source of disequilibrium in the immediate postwar period” 
has been the destruction and general dislocation caused by the war itself. 
Given a few years of peace and adequate Western Hemisphere assistance 
to rebuild and restock the major economies of the world so as to permit 
a return to something like prewar per capita production levels, the dis- 
equilibrium resulting from the physical destruction and temporary dis- 
ruption of production and commerce caused by the war can be elimi- 
nated. What we are concerned with here are possible sources of disequilib- 
rium which may persist perhaps for the next generation or more, after 
production has been restored to a level approximating the potentialities 
of the human and material resources of the countries of the world. 
For purposes of analysis I have classified these sources of disequilibrium 
in four categories: (1) relative changes in levels of real national income; 


debtor relationships; and (4) shifts in the structure of world production 
and in the character of world demand. Both (3) and (4) may give rise to 
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‘so significant as-to warrant ‘separate treatnient.- These four categories 
-are by no means water-tight and it will be readily seen that developiiiens aa 


in any one of them will affect the other three... 
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E: In discussing measures for correcting balance-of-payments Segui 
‘ium, we must distinguish between actions undertaken by countries 
‘unilaterally and those adjustments which need to be. taken by several , 
countries in concert. Certain of the deep-seated maladjustments in the 
world today are~not likely to be resolved by unilateral action alone. ~~ 
This is particularly true’ of structural maladjustments such as those 
‘which characterize the postwar European economies. It is for this reason — 
“that the ECA is insisting-on a cooperative self-help program for the ~_ 
1 Recovery “Program countries rather than the granting Ob ae 
Inited States aid on a country-by-country basis. There are, in general, — 
ir type : of measures ashen may be taken for the correction of dis- 
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